
about cross-subsidization that is both unfair to captive ratepayers and is decidedly

anticompetitive. To the extent that any of these operations are paying less in

insurance premiums than would be the case on a stand alone basis, Ameritech

Michigan reaps an enormous competitive advantage. Second, such diversification,

especially into high risk operations, also increases the likelihood that Ameritech

and/or one of its subsidiaries may be the defendant in increasing levels of

litigation.

The customers of Ameritech Michigan cannot be totally insulated from the

financial risks associated even with operations housed in separate subsidiaries.

A catastrophic problem (or series of significant losses) that is devastating to the

financial health and/or continued viability of any separate affiliate or subsidiary,

may well affect more than just the shareholders of that separate affiliate !!Q

matter what structural safeguards have been put into place. The cost of capital of

the local exchange company is established vicariously through the bond rating Wall

Street conveys to the parent holding company (in this case Ameritech). If one of

the unregulated Ameritech subsidiaries were to financially collapse or in some way

trigger a downgrade, it would simultaneously affect the regulated subsidiary and

their parent holding company and its cost af capital. That in turn would affect the

utility and the ratepayers who could be deprived of funds that otherwise might

have been received in the form of lower basic rates.

VB. Lessons from Divestiture

• Residential customers are the last to see the benefits of deregulation.

• Safeguards must receive as much regulatory attention as entry authorization

into new markets.

• Dialing parity, permanent number portability solutions, and other practical

implication of the competitive 'checklist are key to any chance of local
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competition becoming a reality for residential customers.

• Regulators must vigorously monitor marketing and advertising to protect

consumers against deception and distortion.

• In addition to making price and service quality performance information publicly

available in a form that consumers can understand and use, regulators must be

aggressive in prevent and punishing deceptive and exploitive marketing practices.

• It cannot be overstated that competition will come unevenly for different

customer classes and different parts of the state. This demands that regulators

give careful attention to and analysis of the facts of competitive analysis and not

propaganda.

• Regulators must reject LEe attempts to have the best of both worlds by their

insistence that they receive not only the privileges of competition but the benefits

of being a monopoly. That is precisely the goal of "rate rebalancing" and other

LEe gimmicks reminiscent of the divestiture myth of subsidized local rates.

• Regulators must eliminate unfair monopoly revenue streams before entry into

new markets is allowed.

• Only regulators can play the needed role of consumer education in gathering,

reviewing and making publicly available information residential consumers need in

order to perform intelligently in any competitive markets that may emerge. That

includes information about price and service quality performance.

• Competitive market forces do not develop overnight and residential customer

needs are the most inelastic and least likely to benefit from competition in the

short ron. In the absence of such market forces, government protections are

essential. They must be removed only when, and only to the extent that effective

competitive market forces can take their place.

• Whether the benefits of competition are~ realized by residential consumers
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depends in very large part on how vigorously regulators play their rightful role

during this time of transition to ensure that safeguards receive as much attention

as entry into new markets.

vm:. Conclusion

Ameritech Michigan would have us look at the competitive analysis as if it were an

aerial photograph of the state with Ameritech Michigan's market in one solid color. By

Ameritech Michigan's reasoning, as soon as one downward glance revealed even the

tiniest speck of a different company's color in that market, Ameritech Michigan had

demonstrated that it is in a competitive local market. That approach is unsupported by

the language, purpose or history of Sec. 271.

MCF urges the COmmiSRion to conclude that:

• The local telephone market in Michigan is not competitive; the bottleneck has not yet
been eliminated and long distance entry at this time is premature.

• Holding out long distance entry authority as the incentive for breaking up the
bottleneck is essential.

• Regulators have the continued responsibility to ensure that the needs of local
residential consumers are paramount; they must not be sacrificed for the theoretical
benefit of long distance customers.

• The incentive of long distance entry authority is the only practical incentive for
Ameritech Michigan to provide adequate service quality, and to invest in the network in
Michigan.

• At present, the potential benefits of increased long distance competition as a result of
Ameritech Michigan entry do not exceed the risks.

• Accounting and safeguard rules must be put in place with adequate resources and
commitment to enforcement.

• The Commission must assume its vital CODSUIIler education responsibilities as stimulus
of competition.

, ,
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P'O.ldflnl and Ohlat lk~lAlv" OIlicer

Scptbmber 19,1991

De~itr MI 48202
..:' ":.~:.:..

.....

Abill tha", orltical to the economic vitZllity of OUT st.atJ:) is now beforo tho
Michi,an Sen~te. It's supportod by Q divorso, rapidly g1:owing Jist of
organl~ations and, leader. from, around tho state 'including the
MiChigan'State Chambor ot OODlmerce and the Telephone AsRDclation of
Michlgal\. I hope wo un count on backing ae
well. ' .. ,

By modornizing the .tote'. 78-yoar-old telecommunications law; , .
Sub.tUute Senate nO] 124 would help Michigtln by etlmulating the tastor
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introdu.etlOn or new. product, an.d '8rvlaes, loworing long dietanec rRteB.
.. eatinl'·150.000 new jobs in the next docade and maintaining

reasonabJ)' priced. high qualUy phono service.
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inappropriate •• ravoring thO.Statu8 quo or 1'Ogulalion for companies lU,e
Micl.i"cul. D~l1 A&ld vJrtuAUy unlootered fi"ocdaln for ou,' humlrodo of

,.compeUtors. ..
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They don't care.
They don't have to.

They're ...

THE PHONE COMPANY.

By Lawrence Budd

In 1987, regulators found that Ameritech
had billed customers some $2 million for
expenses like airline tickets and corpo
rate contributions ... Could this be a pre
view of things to come? Does Ameritech
have your number?

,,,
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Many worry that with relaxed regula
tion and no legitimate competition, Ma
Bell's aggressive successor may over
charge customers, skimp on invest

ments and crush competitors looking
for a place on the electronic frontier.

A ml'ritl'ch is holding your kl'yS
to thL' informlltion supL'rhigh

w,'y
Sin(l' its erl'.,tion 10 ycars lIgo in

thl.' gO\'l.'rIll11L'nt's bn:lIk-up of thl.'
world's l.ugest corporiltion, this
Chicago-bllsl.'d l11ultinlltionClI corpor;l
tion hCls grildlllllly Cldjllsted its focus
fmm customers (lnd servicc to the bot
tom linc ilnd monopoly profits, In till'
coming dl.'Cildc, Ameritcch will con
tinue to control the lines providing
you with pillin, old phone service (Inti
connecting )'Oll with il booming
pll,thor,l of scn'iccs i1 \':lil"blc in cybl.'r
SP:l(I.', thL' drtll,,1 frontiL'r of thc 21 st
Centllry. \Vith rd,n;ed rcgul,1tion ;lnd

no Il'gitim,l!t' compl'lition, l'xpcrts
worry M,1 lkll's Clggrcssivc successor
will ovcrdl,lrgl' customers, skimp on
investments in Ohio's h:1I.'cc1ll1mllni
ciltions h"rd"",rl.' lind crush competi
'tors striving for il pil'ec of Ohio's
tek'eommllnie"tions fmntiL'r,

Hcgul,llor Ashley Brown held II

hibh opinion of Ohio Bl'lI in the c.lTI)'
19S0s. It \\",1S still the C1l'\'eI.lnd·b.,sed
Mill of Allll'ric"n Tl'1l:phonc &
Tdl.'gr,'pll. onl' l~f thl' most pl)\\'l'rflll
eorpllr.ltlllllS in thl.' \\"orJ.i. till' pllbli~'

Ulilily eljlli\',lk'nt oi ,1 bl'nl'\'llk'nt dil"
1.1 t,)r.

"The.'y \\'l'rl' sl id" They knl'\\'
\\'h,ll thl'y "',1ntl'd tl) dll, but they
\\'cr~' rcl.1tl\"l'!Y IIp-iront,'' s:lid Bn)\\'n,

a eommissiolll'r llf tilL' Publil" Utilillc~

Commission (If Ohio fM 10 yeClr::.
bq;inning in 1983. the 1'1.',11' beforl.' thL:'
AT&. i brcakup,

The 1995 Kiplinger Report

Thl'Jl Ohio Bcll bl.'(:lml.' pilrt of the
AI1ll'ritl'(h Corp, lind, Brown SilYS. thl'
comp.lny's execlltivl.'S "I:tl,(:lm~ less
ilnd kss tnr~t\\'nrthy. The.')' bej;an to
use.' powcr in ugly \\',1)'S,"

"The}' told uS \\"hilt thL'y tholJ~ht

\\'L' nl'eliL.'d to kno\\' to do whilt they
\\"illltcd liS to do," ~lIid Brown, no\\'
doinb utility policy work ilt the
Kl'llIll'dy School of Gm'crnml'nt ilt
Hilf\',ud Univcrsity,

'Thl.'Y bce,1mc less and k'Ss COil

(crned with Incill eonCl'rns lIlld mOfL'
;lIld morc intcrl'S!l.'d in whilt Ihl' COf
pllr,1tl' nluekcty-Illllcks in Chie.lgo
s:lid, SOlllctiml.''s the)' \\'l're just n.lt
dishnnl'Sl."

Thl.' shift fmm \\,.mn-ilnd-(uz7.Y
Mol Bdl tn the l"ost-(ultill~lI~grl'Ssivc

nl'SS of Ame.'ritL'('h h.1S rl'SlIltl'\i in
plllll'l'r Sl'r\'i(C, bu! ,1 f,1ltl'r profit m.lr
gill, In [;lCt, AIllc:ritl'(h now I.lkes
pridc in billing ilself ,'5 "thl' most dfi
cil.'ll!" Bilby Bl'Il. In othl'r word:-.
Aml.'ritech. which llln,.ldy h.1S SI.1Shl.'d
10 pe.'rcl.'nt of its cmployl.'l'S, Sl)lIl'CZl'S
morl' work out of l'mr!llye.'l'S Wllll

h,1\'l'sllr\'i\'ed Ihl.' 1.1\'oils.
"Ohio Bl'!1 \\"ilS \.;11l1\\'n I'M prn\'id

ing qll,llily sl'J'\'icl'," [3rllwn s"id.

"'\ml'ntl'ch C,,1111c 10 ml'.lsurl' pm~re.'s:'
by h'l\\' Ill.lny people llll'y firl'd. Th,1t
\\'.1" tlwir \·ie.'\\' of hu 1ll.1n pnl~re.'Ss'"

BrO\\"!l's l'\!"c.·ril'IKe.':- \\'ith
,\ l11l'ritl'dt. Uk' nllll1l li'll]~' \'TU\'idt" oj

tdc.'phonl.' sen-iel' to l1ll)~1 Ohiu.lns.
jibe.' \\"ith Ihl.' find in~s (If ,1 I1Inl'-mnnth
inwstig,llion ioeuslIlg on Ihe Ohio
phon" comp.my's ope.'rations.

".

lawrence Budd is a
Cleveland native who
received his SA from
Bowling Green University.
He was a copy aide for
The Washington Post and
a reporter for several West
Texas dailies. Most recent
ly. he worked with the
Elyria (OhiO) Chronic/e
Telegram where he won
awards for his investigative
reporting, This piece
appeared in a different
form in the Columbus
Guardian. Lawrence con
be reached at
102741,3475@CompuServe
_com.
©1995 Lawrence Budd
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Among the findings:

1. In one regulator's words,
Amt'ritt'ch's response to customer
cnIls has gone "in the toile!." For the
Pllst two years, some Ohio customers
have hnd to wait hours, days, even
weeks for Ameritech to answer cus
tomer cnlls - e\'en though it is
required by In\\' to answer nine of 10
calls in 20 seconds. The PUCO, which
fined the corporation 530,000 enrly
this yellr for fniling to answer its
phones, recently settled with the com
pllny after a full-blown investigation
found a genernl dcteriorntion in
Ameritech's service. The company
ngrecd to more thiln 5250,000 in cred
its to customers and promised to
invest $41 million. Ameritech also
fnces up to 5690,000 in fines by the end
of the yeM, unless it meets state stan
dnrds for repnirs nnd installations 
and answering customer cnlls.

2. Dl?spite stnte nnd federal regul:t
tions, Ameritech has not only charged
customers in the five-state region
higher and higher rates, but nlso for
expenses which should hnve been
p:tid by the compnny or its stockhold
ers, such ns 530 million for unused
office space at corpornte hendquLl·rters
in Chic:tgo ilnd Clir (arc to Dublin,
lrcl:tnd. To settle! its most recent run
in with government Cluditors, it agreed
in July to pay $675,000 and "make seri
'ous nnd substi1nth'c chi1nges" to its
bookkeeping.

3. L,st )'e;lr, Ameritech hired away
a key Ohio reguliltor at the height of
the cllse th.,t would set the ground
mles (or rel.n:ing r"gul.'tion of phone
Sl'r\'jCC in Colunihll$, Clc\'eli1nd and
tlw rest o( the cOll1p;my's territories in
Ohill. The emplo)'l'l', who at publil:
l'xpensc de\'dopl'd ., n"tionlll rcput.,
till", S.,t USl'!l'SS in ruce offices and
colb:-ted about 510,000 in s:tIMY from
thl' stllk, while Amcritech and nn
up~t.lrt competitof conducted a bid
ding war for his services.

4. In 1988, Ameritech representa-
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th'e~ dominated political machina
lions thlll led 10 Ih" passage of tht·
state law Ihat allowed the company to
take the first steps toward deregula
tion in January. Originally caIled "th"
most difficult and controversial bill
that we will deal with" by a key legis
lator, a compromise version was
passed in three days by a lame-duck
session of the Ohio Legislature. A pro
vision of the bill gi\'ing Ameritech
"veto power" compromised negotill
tions in the January case. while nnoth
er granting it an -exclush'e frilnchise"
in its territories has slowed the
progress o( aspiring competitors.

What docs this mean to you. the
customer with littJe choice? A monop
oly without competition or strict regu
lation n.:lturally ch.1rges more for its
products, while pro\'iding fewer
options. It is less likely to invest in
new technologies. until it has
squeezed the lllst dime of value from
existing equipment. Rather thiln
improving the product, the compllny
can reinvest its monopoly profits in an
advertising blitz or overseas ventures.
You milY find yourself steering along
the information superhighway in an
overpriced. technological Edsel. And
service, an Ohio Bell tradition. could
become a victim of the bottom-line
mentlliity at Ameritech.

Ameritech Puts Ohio
Customers On Hold

All Dick Butterworth needed
when he called Ameritech in
Dt.'Cember 1994 wns the rou

tine relocation of two telephone 1ine~.

including one for his wife's homl'
office. He left a message and w.,itl'd
fOf a call back. He waited, and wllited,
and wait~d.

"1 t \\';\S a shocker," sllid
Butterworth, a long-lime customer
used to quick responses.

It wasn'l as if Butten\'orth had
called a private company expected 10

cut costs 10 maximize its bottom linl'
By Ohio law, an Ameritech cmplo)'l'l'
h&lS to answer 90 percent of custon1l':
calls in 20 seconds.

"I wlliled. I figured someone \\'.1-.

going 10 call," said Butten\'ortb, .,
Columbus man o\'erseeing the Jddl
tion of a room to his Columbus honh'.
'"They never did."

Two weeks Inter, Butterwor:!1
called and was put on hold aSilin. I-il'
hung up, but called back early the 11":\ t

morning detemlined to speak with ,1

humiln being and rellched ;'1:1
Allleritech representlltive who SChl'd
uled the work. Eventually, both linl'~

wen.' relocilted and his wife WllS lll,;..·
to gct work done for her employe: 
Ameritech. Butterworth's Cllse \\·.1S
hardly an exception.

Por two yeilfs ending in e;'lrly
1995, Ohio's Illrgest phonc com
p;lny fniled more often th"Il 11

mel minimum qUlllity st;lndnrds (Pr

answering customer cnlls, a(fectill J.;
millions of customers. Am~ritcch Vi,c
President James Smith dismissed th"
serviC\~ problems llS "bumps in Iill'
mad." It was more like a complete
br~llkdown. And the service problems
continued - nnd multiplied - lilll'r 111

the YCllr.
In three of the four months cndi:1S

199~, Ameritech failed 10 ClnS\\'~'r

about half· or 1.2 million - of its cilll~.

in Ihe required time. The statisli's.
kept by Ameritech, would h.we be~'11

~vcn more damning. except the com
pllny counted among its SUCCC~"l':;

cillk'rs who hung up before a comp.ll1y
represent;ltive c;tme on the line.

From April 1994 to April 1995, ~·IS

Anlcritcch customers were tick"d
enough 10 pick up the phone ,'g., ill
;Ind complain to the PUCD. "It WiI' .1

1,OOD-lold incre;lse (Of us," s.,id Ri. k
Rl.'c~e, who works in the puce rub:I~'

intl'rt.'sl cenler which hllndled IlH'
Cl)Jl1f"I.,ints. (His first cxpericnc(' \\'Ith

Anll.'ritech's poor service \\'C1S as iI Cll:-

tUnler forced to hold for Ions Fl:ri".b
on several occasions before arransj:1~

The 1995 Kiplinger Repor~
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\0 h.we ;'\ second phont' line installed
for his home computer.)

For more than a year, while nego
ti,'ting with Ameritech over relaxing
regul:ltion rules, the pueo tried to
convince the comp'ln)' to meet the
stand<'lrds without t<'lking <'Iny forlllal
action. In late 199-1, the commission
<'Igain ilsked the comp<'ln)' to comply.
Ameritech countered with a fClluest
for a four-month waiver.

Ameritech, its response time "lit
erally in the toile!." according to
rUeD compli;\Ilce m<'lnngt?r Michael
VVeiss. hnd the chutzp.,h to push the
envelope further. to ilsk the commis
sion not only to allow, but sanction,
illlother four months of subst:lndnrd
sen'ice.

"For us, thnt wn5 the 1.1st straw,"
Weiss s;,id.

The renson for the terrible service:
Ameritech cut almost 7,000
workers in 1994-95, including

Ill;,ny customer service reprL'5Cnt:l
tives who took an early retirement
buy-out. At the S:ln1(' time, the com
p;,ny s\\'itched computer systems,
re'luiring even the most expert repre
sent<'ltives to le.we customer service
phones for hours of training.

Weiss <'Ind the ruco were not
<'Imused. "It "'<'IS the customer suffer
ing here," he s:lid. "Ameritech h.id all
the c<'lp<'lbilities to pl:ln this COIl\'er
sion."

The ruco i!westigilh,'d <'Ind
found Ameritech h<'ld viol<'lted b<'lsic
service st<'lnd;,rds, The PUCO could
have fincd Ameritech. which reported
512.5 billion in rL'\'cnucS 1.1st yeM,
51.000 iI dn\,. or :lbOllt 5500,000, But
the PUCO 'fined the compnny only
530,000, pnwidl.'d it nwt st,1te st.,n
d,1rds hy M.uch ]995.

"It sounds likl' ., drop in the buck
ct," silid Lyn G:llJi, il Hilliilrd, Ohin.
housewiil' \\'ho COlllpl,1i,ned to the
PUCO She waited thrl'e dill'S It)
ch<'lnge tIll' sl'curity code on her'long
d ist.,nce st'n'icc <'Ifter ft.'sponding to <'I
compnny flier explilining how simply
she could m:lke the chnnge.

The ]995 Kiplinger Repor1

\VI'I~~ acknowledged 530.000
1<'I("kt'd <'Iny finilncinl sting. In a wt'ek,
Ameritl'ch's ("hairn1iln earns as much
in salary <'Ind bonus - not including
stock options and other compensation.

'The punitive dam<'lge is the bild
press," Weiss said. "Th<'lrs wh.,t they
don't want." But the bad press \VilS
minimal. The commission did not
announce whilt Weiss called an
"unprecedented ilction." The
Co/wIIIIIIS Dis!,atch ran a short, superfi
dill story on <'In inside pilge. There "'ns
little Cl1\'Cr<'lge elsewhere in the st<'ltc.

A
merite~h o{(j~i:t)s do""np~ilyed

the entIre eplsodl.'. cb.1lkmg it
up to the comp,lny's push to

upsmde its technolog)'; Vice President
Smith likened the problem to building
<'I new highway. "Traffic slows down.
But when the omngc b:trrcls go down,
cverybody's hilppy," In faet. the com
pany h<'ls cut spending on tcchnolngy,
while upping its advertising budgt't.

For <'I few months, Ameritech
m<'lnilged to answer its customer ser
vice phones. But in August, the rUeD
began another investigation of
Ameritech's shoddy sen·ice. after
finding the comp:lny Wi'lS nor only f<'lil
ins tn :lnswer its phones, but missing
repnir :tnd installiltion ilppointments
<'Ind signing up customers for services
they never ordered.

Ameritcch offered to hire 500
workers <'Ind spend $41 million to cor
rect the problems. In October, the com
pnny <'Ind the PUCO reached a settle
ment. Ameritech agret'd to offer 55
credits to 51,000·customl.'rs w'ho were
without phone service more th.,n three
d.,ys <'Ind $-15 cn.'dits to 370 people left
out of the phone book. The company
"Iso ("ees up to 5(;90.000 in fines,
unless it meets stilte st,lIld.uds by the
end of the yeM.

Thl.' ruco's Weiss pm\"C\.i to be
psychic. Askl'd in (',ul~' 1995 if he \\':15

eonccrnl>~ servicc problems might
pl'rsist, he s.,id, "It could \~" e,1sily
come up ag&1in:"

A nd the enforcement strntegy
tnken by the ruco, it sliding scale of

'.

finc~ based on returning to comf'! l

ance by J.,nuary 1996, suggests COlli I !>

uing suspicions that Ameritt'ch 1l11~'::

otherwise continue to let customer ~l· r 

vice slide. After illl, wh<'lt choi(\' .1.,

customers have?

Have You Financed
Ameritech Ventures in New

Zealand and Chino?

F
or years, regulators and 'l"l

sumer ildvocates hilVC {\lulld

instnnces of Ameritech P')";""',:
on to you and other Cl.lstomer~l'X!'\',"
es that should have been con'rvd 1·\

the comp<'lny or its stockholder:-
"If it weren't legal, it wnuld II.

c<'llled money laundering in nny \111",(

context," said Kathleen O'Reilly ;"I (ll/l

SUOler attorney im'olved in till' tll .. 1

manngement audits attempting til

spot the accounting shenanigillb.
By shifting costs to the loc<'l) phllil"

comp&1ny and profits to sllb~idi,lll'"

beyond a regulator'S full \'i\'\\',

Ameritcch and other Baby Bclls <"IIr1,1
subsidize foreign investments in i\!o'\\

ZC:llilnd or China, or spcculntivc 1.)/1.1
de:lls like the now-bankrupt Olllilillld
lion dullnr plan by actrl'SS "1111

Bnsinger to develop a tiny tll\\'11 III

Georgi:l. (In filct, pension-plnn (1111.1 ...
which arc factored into your I'h,,:\,'
r<'ltes, were used to unden\'rik I ill'

loser.)
In July, the Fl',kr,l!

Communications Commission ,)1,,1

Ohio :tnd Wisconsin re);lr 1.110'"

reached a denl with Amcritech, l'lh 1/11:.:
a two-yeM wait for findings \11 ,Ill

audit of 1992 trans<'Ictions betwl'!'11 rllt
10c.,1 phone comp:tnies and Anll'1I1,. h
Sl'r\'iccs, which provides SUppt1rt "·1

\'icl'S to Ameritech's loe:.1 phOlll' ,'\'::1

p,1nics in Ohio, Illinois, Indl.ll:.1
Wisconsin and Michigan. AnwlIk. I:
<'Igreed 10 pay 5375.000 to thl.: Ink,::
gO\'l'rnmcnt, 5200.000 to Ohip .1:1> i

5100,000 to Wisconsin and m:lh' ...... : l'
ous ilnd substantive changes" III do,
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~WiWo"'hsin regulotors in
·~l'.ound$33.6 million in
~:~~~bnablee?,penses
~tsetWeenAmenfech's cor-
porate headquarters and
its subsidiaries. II

booJ...k('cping. In exchange, thc regula
tors agrced not to tilke further enforce
ment action against the company.

Oftt'n unilble to follow the paper
trilil required b)' the fCC rules, regula
tors were {arced 10 rely on interviews
with Ameritech officials. Still they
found Ameritech Services had
improperly billed the local phone
companies. ASI had leased unused
office space at Ameritech's corporate
hc.,dquartl'rs in Chicago - a 530 mil
lion expcllse to rOll and other cus
tomers. Phone
company
employees were
tr.,nsferred to
AS], which audi
tors said could
have a "signifi
Ci\nt imp:lct" on
the portion of
employee costs
included in your
phone rates.

Ameritech insists it complies
with rigorous state and federal
bookkeeping regulations.

Huwcver, a Febru:lry 1993 report by
the Gener:ll Accounting Office found
the- FCC lOlckcd enoush auditors to
ensure- Ihi\t phone comp:mies follow
th.: rulcs. Its 14 iluditors could cover
.,11 seven Bi\by Bells only every 18
)','.,rs, while fedcr.,l I.,ws allowed no
p~'n.,lties after five years - and
Congress plilns to cut $40 million &1nd
150 FCC workers over the next year.

Those audits hi\ndlcd by FCC
i'luditors found 5300 million in qucs
tiot\ilble chargcs, the GAO found.
DIll/ble<checking work done by pri
\..,Ie "ccounting firms, the FCC found
"ntlllwr S130 million in rnist.,kes. c\'en
with more Jlh.iitl'rs, "We can't do 100
Pl'T(l'nt o1ssur.lIlcc," ~:Iid Kl'n Moriln,
(hid of til\.' FCC's mJn"~l'ment audit
di\·l~ilm.

In 19fi7, n.'sul.,tors from Ohio,
\\'isc\msin. Michig"", and lndiann,
found Aml'rih.'ch S..'n·icc:: h.,d billed
:ll~tomcrs ilbout 52 million for expens-
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e~ mciuding: air fare to Dublin,
Indand, lor a trade show, a contribu
tion to lhe Niltional Urb.1n League, a
compilny exhibit at the Pan Am
Games, golf tees, a be,r tab and gifts
such ilS pens, umbrellas, polo shirts
and orientation tapes about
Ameritech's Chicago headquarters.

Their interest piqued, WlSConsin
regulators returned in 1988 and found
533.6 million in questionable expenses
between Ameritech's corporate head
qUilrters and its subsidiaries: 513 mil-

lion for advertising. SS million for
salaries and wages and almost $1 mil
lion for its fleet of French jets and
hilngars.

And in 1993, before the FCC went
public with the mast recent audit,
Ulinois regulators found Ameritech
charged almost $79 million in improp
er expenses to local customers there.

Even the most expert regulators
acknowledge it's virtually impossible
to spot all the questionable expendi
tures in the pages of finOlneal dat..
describing trans:letions between a
B..by Bell's numerous regulated and
non-regulated subsidiaries. "It's like
finding a needle in a haystack," said
Jose Rodriguez, the Fees chic! audi
tor.

Some SilY Ihcsc audits b.ucly
scr"pcd the surfi'lCC. E:lrJier this year, il
New York tek'Communications anal)'.st
produced a report estimating the Bilby
Bells hild o\'crchilrgl'd customers by
575 billion si\\ce the AT&T break-up in
198-1. I

In five reports spanning 1,000
pages, analyst Bruce Kushnick esti
mates Ameritech and its siblings, sup-

Ameritec!]

posedly held to fOlir profits throllS!)
fegulah.'<i riltes. could have grown int, I

some of America's most pmfil;li~il'

companies only by o\·ercharging 10•.11
customers. Kushnick's report marl'
than doubles a Consumer Federiltioll
of America report accusing thc Bil1',
Bells of S30 million in overcharges.

On the contrary, says Ameritcch
Vice President Smith, the COmpil!1\"
has actuillly reported a loss in the P.:l~t

two YCilr.;. "Regul"tors h.. \,c lookcd il ~

thc e:lrnings and decided thc}' arl'
ilppropriilt~"

A Slar Regulator Uses
the Revolving Door at

the Worst Possible
Moment

F
or years, Kurt Wesolck had
considered lea\·ing thv
PUCO for a n,ore lucr:ltivl.'

job with a telephone comp:lIly. He hild
il wife and youn& dilughter to providl'
for and a highly m.,rketablc and sp..··
cialized expertise he hild de\'elopcd
\,....hilc on the state paymll. He ch..ircd
a rcgion..1pand of regul.,tors cre.. ted
to monitor Ameritcch and WClS nillion·
ally recognized as '1Il expert in Ions·
distilnce :Iccess issues, which arc key
to the ongoing rcl.,xiltion of regula·
tions th..t, since their creation, had
b..rrcd the Baby Bells from o!fcrin~

)ons-dist.,nce SCT\oicc.

One supen'isor referred t(\
Wesolek as a "St.11." Another remem·
bered him as " l.er member of the
commission's teOlm o! rl'Sulalors e\'ill
u..ting Ameritech's pmpos:lIIO switch
from trilditional rat~-b"sl'\i n.'S\II:ltion
10 .1n illtcrn.,tivc form ~iving the com·
p:\ny the freedom to l'.,m unlimited
profils in some i1TeJS, while freczill~

rillcs in others. So it wa:; especially d if·
lieult when Wesolek rc\·c.,Ie-d Itl till"
ruco in June 1994, " ye.. r into the
dcregul.. tion negotiations, that he \,,·a:
talking with Amcrilcch about a job.

"He was pulled from everything
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he Wi'l5 working on," silid Kerry
Stroup, the PUCO's telecommunicCl
hom chief. "It WilS frustrClting for me.
I r~lied on Kurt for his expertise."

About 20 comp,lI'Iies and sp~ci;1l

interests, from the Amcncan
Associiltion of Retired Persons

to the Legal Aid Society of Di'I)'ton,
wen: ilwoh'ed in the casc. \Vcsolck
h"d written se\"cril} pi'lges of the stitH
report. Before announcing his job
hunting, he hitd been scheduled 10 les
tify for tht, stilte - ilgflinsl Ameritech.

"He left me in the lurch. We were
in the position of h.wing to do a lot of
ciltch-up," Stroup said. While his co
workers scrilmbled to leilm his spe
cifl Ity, Wesolek Silt in commission
offices, serving only ilS iI resource for
his Iilst-minute rep Iiicements.

"This WilS the biggest cilse we'd
hild in several yeilrs. This hnppencd at
the most inopportune time," Stroup
snid. "Whether Al1'Icritech did this for
some devious corporiltc striltcgy, I
ciln'l SilY. I Ci'ln'l stop i'lnd think i'lbout
i l."

Wesoh:k, i'I S20/hour ('mploycc,
W.1S p.lid flbout 510,000. The wait Wi'lS
extended, when Time "'Varner, a cnm
p.lny \\',lnting fI piece of the Ohio milT
kd, entered thc bidding for Wes(.)lek.
"He Wi'lS in the elwil,ble position of
plJying onc entity off Jgi'linst the
other," Stroup si'lid.

In September 199~, Wesolek went
to work for Ameritcch. Under stllte
lil\\', Wesoh:k is prohibited frum

'i1ppc.lring bdore or filing ,lilY docu
ments with thc PUCO for one yCi'lr,
Ho\\'ever, nothing would h.lVe
stopped him from immediJtcly work
in~ b\.'hind th\.' S(('11CS ngi'linst his for
mcr l'mphl)'l'rs Jnd the interests of the
td.:phnne custllm..'r~ of Ohio.

\\'..'sok'k told his ruco SUP"'T\'j
!'IlrS hl' h.,d bcen Jppm"ched hy
An1l'ritech, Ohill I"w prohibited him
frum t.llking tll them first. HI)We\'l'r,
scwr.,l PUCO ofiid,'Ils SJid he h'h.i
bl'cn shoppinS the tcll'phone comp,,·
nics for jobs for s('vcr..1yC"TS.

Ameritcch ofiiciJls si'ly thev'rt'
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~lIll' they ilppro.lched him. Wesolek,
who commutes on weekends between
Aml'ritcch's Chicilgo hl'adquartcrs
nnd his Columbus home, isn't ti'llking
nbout it. Reached by telephone, he
SJid 'Tm too busy to go into depth
right now." He agreed to later do an
interview, but never honored this
agrcement.

The Ohio Ethics Commission, the
government institution chilrged with
reviewing ethici'll questions involving
commission employecs, nevcr looked
i'lt Wcsolek's casco It was hi'lndled
intcrnillly. lhcre wns no casco This
hilppens every dJy," said Stcve
Nourse, an attorney in n section of the
Attorney General's Office scr\'ing the
PUCO.

To an extent, Nourse is right. Jon
F. Kdly, a senior Ameritcch
attorney, sat on the reguliltory

commission from 1981 to 1953. And at
least four other former commissioners
or sti'lffers represented industry inter
ests in the Amcritech dercguli'ltion
case.

But Ronnie Fergus, Wesolek's boss
and tclecornmuniciltions chid before
her appointment to the commission in
eMly 1995, said Wesolek Wi'lS only the
second empJoycl' to resign from her
sti'lff.

Somc experts take il hJrsh vie\\' of
such ci'lses and the inJdequ.,cy of
"n:voiving door" laws supposed to
protl'Ct the public interest. "It's god
Jwfu!," s.,id NicholJS Johnson, a for
mer FCC commissioncr now teaching
fit the UnivCJSity of Iowa IJW school.
"It gives a bad perception JS w('l1 i1S a
bJd re.,lity. Perception is often more
import.,nt tl",n rl'.llitY."

This fall, W~solek will be frce to
rcpresl'nt Ameritech i'lS th t' PUCO
wrestles with rules gO\'erninc; cllmpe
titicm .1nd other hut te!..'communic.l
lions issllt,'s. This timc, he will be tak
ing tht' cllr1,p.my's sid~, plll('ntially
opposing the inten..'sts of Ohio con
sUn'lcrs.

Wesolek once aspired to politics.
Perhaps he will somcd.,)' hold an

-.

eJected office in Columbus, much 11,.•
iI former Ohio Bell employl'l.·, D~'.ll"

Conley. the Ohio representilti\'l' \\·11.·
sponsored the state telecomm\llli,,\
lions deregulation bill in tl,... Ohl"
House of Representatives.

How Ameritech Used
Politicollnfluence to Legalize

Its Interests

S
ince leaving his job C\t Ohip I",;'
Dean Conley hi'ld be(ol11l' .111

influential stilte legislJh1r ,lilt!

chairman of the House Wi'I)'s ,111':
MC:lns Comn,ittee. At one tim~', h\'
WJS touted as the next Ohio I 11 HI""·

Speaker. Conley was in the twrf." I

position in 1987 when compan)' rl'p,,'
sentiltives and Thomas Chl:I11,l. tl,,'
ambitious chairman of tlw PUCt I.

asked him to sponsor Ohio's tt'i<'·

phone deregulation bill and sl1l'pil"J d

it throush the House.
JJckie Bracken, J lobbyist for Ilh'

Ohio Consumers Counsel at the lim.'.

silid she found i'I nntioni'll pillll'l'll ,'f
Bi'lby Bells cultivating empIU)'l'l'S III

difierent sti'ltes to push leglsl., t II' 11

fnvorin& the compnnies' der~glll.llil'"

bids. Conley s:lid his was a pl'rsllll.d
choice. Asked why the cnnl l'.11 1\

npproJcht.'d him, rnther thiln 11,1\/""
Utilities Chi'lirmJl'I Frank Si'lwyl'r. h,'
SJid, "I used to ci'ITry a lot of re.l I d i1II'

cult issues." Si'lwyer's wif<.- .11 .....
worked for another telephone Clm'I'·l·
ny,

Across the ni'ltion, stiltes \,'CIl'

deregulating telephone sen'icc, iI J...'T
plank of the still vitnl ReJgfln 1,1,1'
form. Nonetheless, olher tekplllll1'·
comp.mk.'S, long-distnnce carril'rs .)\). I

consumer nd\'ocates were skepl Il',' I I':

the originill bill pushed by Anwrill" h

represenLlth'es i'lt Ohio Bell.
"nler", were a lot of di(f~r~n(l'''' .'7'

the bill," Conley said. The LeSi:-l.1: lII'

\\'JS also heading into an election Yl'.':
After a couple of committel' Ill',':

ings, the bill officially )anguish~d ",.
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ensure (Ih'

tomers don'l t:1'l

soaked, 511',1111'
silid. "If till'

informilli\111
shuts dll\\ II,

thilt's not in Ill\

interest."
Amerit~'~'h ...

Smith res~'l\ Ill< I·
cd: "We'd Ii!..,' til

have a bl'lh'I,

more open rdl'

tionship with
the commissilll1
Irs a very Stl"':"'-

II

ful environment."

S
troup hopes thnt compnnies ~Ill'h

as Time Warner and MCI will b,'
nble to break Ameritech's grip 1111

the market, forcing the monopoly til

lower rates, improve scrvices .w, I
offer choices,

"The Legislature has SpO!..l·11
We're in a position of trying to m.,)..,~' It

hilppen," Stroup s:lid. "Until we \',111

cr."k the mnrket, Ameritcch is in ,I

posilion of power."
"They'\'e got a 100-yenr stnrl ,111' ~

"lIlhe customers," he snid.
And il firm grasp on your kl'y:- \"

till' information highway, the tl'.:hll"·
logical trail leading into the 21 sl (~'n

tury.1a

market. Mennwhile, Ameritcch ~.In

take ad\'antC\ge of the lack of enm!",::
tion - possibly compromising Sl'r\ I"

and charging high rates to CUSlllllh'l'

with no nlternatives.
"With thnt comes the abilil\' ill

abuse the system," Stroup S:lid, 'I ill'

commission staff is checking plh l:h'

riltes to prevent Ameritech from (1\,'1 .

charging, Stroup said.
But the PUCO must be cardlll :.,

stny on open t~rms with Amcrill',h ,II

risk the Wllll',1'
ny blod.. II\:~
access to fill,lll'
dnl inform,llhlll
needed 1"

link c1lOil"l~ but to stily with
Aml'ritech.

Aml'ritech hilS alwilys h.,d its crit
ics. Bul only recently did Ihe rUeD
itself publicly chnstise the comp:lny
fur its clIllollS altitude.

"Senior mnnilgemenl in Oc\'eI:lnd
nnd Chicilgo Me diT('cted to makc the
necessilry nUitudinnl and stnJctural
ch:lnges in th~ compi'lny's relationship
with the Commissiun nnd its staff so
iI~ to ensure Ih,'t this pl:1n works
smnnthly for all concerned," thl' com
mission wrole in iI summiU\: oithc set
tll'nwnl of the dcrl'gulillion case.

As the PUCO's tc!ecommllnkil
lions chid,' Kerry Struup is chorged
with kl'l'ping Ameritech in line, at
le.,st until competitors get into thl'

bOlh \\'orlds. You nre nllowing them to
k~cp Ilwlr monopoly position nnd
begin pricing flexibility:' Royer snid.

\o"hile the PUCD wrestles with
problems, such as whether you can
tnke your number with you to n new
compilny, compl?titors are faced with a
di1emm~. "If you wait until all these
things' are resoh'cd, you're talking
about years down the road," ROYl.?r
snid. "They'll be so entrenched." In
other words, you could wind up with

E~fi.~',~p: hopes that companies
.~suC'ti as Time Warner and Mel
~:,~iil'~be able to break
":'Am:eritech's grip on the mar-
ket, forcing the monopoly to
lower rates, improve services
and offer choices.

The Prospects for
Competition

A s " key assisI"nl to PUCD
, ch"irm.1ll Chem", B"rth ROj'l:r

took piut in the privnte ncgoti
.,t ions thiltled to the 1985 deregulntiun
bill. Todi'lY Royer works ilS nn ntlorne]'
fm ~tCl Metro, iI subsidinry of th"
n'-'Ilion'$ second-lilrgest long-disti'lnce
Cllmpo'1ny, which wilnt$ to compete
\\' i Ih Ameri ll'dl jor hKo'11 phonl' cus
Inmcrs.

He So'1ys Ihe lingerin}; l'mbk'ms
\,'ilh Ihe I.,\\, o'1nd thl' PUCO's dl'dsillll
I\l rd,1\: regul"lillns bdllre thl'rc Wo'1S
cnmpl'tition ho'1\"\.' hi'lmslrung his com
p;,ny's nbilily to ofjl'r Dhioo'1lb phon~

service ilt lower r:lt~s,

"You give Amcritc:ch the be~;t of

worrit'd il may be used to unfilir
ad\"ClntClSt' in future negotiiltions.

And insidcr$ SilY Ameritech
wielded il ""eto power" pro\'ision 
criticized in 1988 by Spriltley nnd
dcclared unconstitulionill in Utilh - ns
C\ powerful h"mmer in negotiations
cnding eilrly this yenr thilt rel"xed rl?g
uliltions in Ameritech territories.
Smith cilllcd the veto plm'l?r provision
"n ch('ck ilnd b.,I.,nce in the system."
But othcr$ who nl'gllli:lted with the
cnmp.,n)' SilY it \\'ould never
h"\'e relented to dropping
b.,sk riltC$, exccpt for 592
million il hild been caught
o\"erdlilrging custom('r$ in
1992-93.

Until the lil\\' is
chilngl'd, Ameritl'ch c"n
opernte mnre frl'c!y, m:lking
profits without limits for
some s('rvices and ch,uging
you ilnd other CU$tomers
till' upper end of price
cilpped riltes for others, 11
could be yenrs before com
petit(1rs Ciln get in the ring
with Ameritech, forcing it 10

lower ril tl'S.
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